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BOARD OF ACCOUNTANCY 
OF THE 
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Examinat ion of May, 1928 
PRICE, 25c PER COPY 
THEORY AND PRACTICAL ACCOUNTING 
FIRST SESSION. 
May, 1928, Examination 
I. 
(Five Points) 
X, a married man, has been doing business as an in­
dividual and has averaged $30,000 a year profits for 
the last three years. He has no reason to believe that 
his profits will increase above that average for the 
next several years. 
As a Certified Public Accountant, you are called in 
by Mr. X and he asks you to advise him whether, under 
the Income Tax Law of 1926, he should continue to 
operate as an individual or incorporate his business 
and draw $15,000.00 a year salary. 
What would be your advice and how would you prove 
your conclusion to Mr. X? 
II. 
(Five Points) 
M owns a patent right worth $35,000.00 and X a 
manufacturing plant worth $100,000.00. M and X or­
ganize a corporation with capital stock of $135,000.00. 
M transfers his patent right to the corporation for 
$35,000 of its stock. X transferred his plant to the cor­
poration for $100,000.00 of its stock. 
What is the gain or loss recognized from this trans­
action? Explain fully. 
III. 
(Five Points) 
A syndicate consisting of five members proportion­
ately advance $100,000.00 which was used to purchase 
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the property of a corporation, which property, when 
purchased, was transferred to another Corporation, 
for which the syndicate received $145,000.00 in cash 
and preferred stock. 
What is the gain or loss realized on this transaction 
and how would it be proportioned among the members 
of the syndicate? 
IV. 
(Five Points) 
On December 31, 1926, a certain business was owned 
and operated by a partnership composed of A, B and 
C. The M Company was incorporated and by bill-of-
sale dated January 1st, 1927, the assets of the partner­
ship were transferred to the Corporation in exchange 
for its capital stock, of a par value of $150,000.00 The 
stock was, in turn, transferred to A and B in equal 
shares, after an adjustment among the partners by 
reason of a deficit in C's account amounting to $50,-
000.00. C then purchased from the corporation stock 
of a par value of $30,000.00 giving his note therefor. 
What gain or loss resulted to the partnership or to 
either partners A, B, or C—C's capital contribution 
in the partnership December 31, 1926, being $30,000.00? 
V. 
(Five Points) 
The ABC Corporation has capital stock of $200,-
000.00 and accumulated surplus of $50,000. In 1927 
the ABC Corporation sold its entire assets to the X 
Corporation for all the capital stock of the X Corpor­
ation and a payment of $50,000.00 in cash direct to 
the stockholders. To what extent is the ABC Corpora­
tion and its stockholders liable for tax? Explain fully. 
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VI. 
(Twenty-five Points) 
At June 30, 1927, the Balance Sheet of the M Cor­
poration stood as follows: 
ASSETS. 
Current Assets $20,000.00 
Fixed Assets 87,000.00 
Deferred Charges and Debits 5,000.00 
Total $112,000.00 
LIABILITIES. 
Current Liabilities $25,200.00 
Fixed Liabilities 30,000.00 
Deferred Credits 1,800.00 
Capital 
Preferred stock 500 shares at $100.00 
per share 50,000.00 
Common stock No par value 
Surplus 5,000.00 
Total $112,000.00 
The Company needs more capital and in order to 
procure it authorizes an increase in the Capital Stock 
as under: 
Preferred stock from 500 to 2,500 shares at 
$100.00 par. 
Common Stock from 250 to 4,000 shares, no par 
value. 
The old stock was ordered in to be cancelled and new 
stock to be issued on the following basis: 
Old stock Outstanding 
1 share common exchanged for 
1 share preferred exchanged for 
New issue 
2 common 
1 preferred 
1 common 
4 
Four of the original stockholders (A, B, C and D) 
of the Company are also officers of the Company and 
of the current liabilities shown above, $5,200.00 ($1,-
300.00 each) is due them for salary. 
The stock holdings of the original issue stood as 
follows: 
Preferred Common 
A 68 76 
B 50 50 
C 37 37 
D 22 40 
All others 323 47 
500 250 
After the original issue was taken care of, A, B, C, 
and D took the remaining common stock cancelled the 
salary due them and donated 1000 shares (250 shares 
each) of it back to the Company to be used to promote 
the sale of the remaining preferred, by giving one-
half share of this donated stock with each share of 
new preferred sold. On December 31, 1927, $97,000.00 
was the total issue of preferred to that date issued 
and paid for by cash or conversion. 
Prepare the journal entries necessary to carry into 
effect the above stock transactions. 
Prepare a new Balance Sheet. 
What is the book value and number of shares of 
Treasury stock at December 31, 19271 
Show the share holdings of A, B, C, and D at Dec. 
31, 1927. 
VII. 
(Twenty-five Points) 
March 31, 1927 
The Post Closing Trial Balance of the Blank Corpn. 
stood as follows. 
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Dr. Cr. 
Cash $50,000.00 
Notes Receivable Officers 20,000.00 
Accts. Rec. Trade 25,000.00 
Accts. Rec. BC Co. 75,000.00 
Inventory 8,000.00 
Investments in other Corpn 2,000.00 
Real Estate (Land) 35,000.00 
Auto Trucks 68,000.00 
Garage Equipment 2,000.00 
Plant Equipment 85,000.00 
Office F & F 2,000.00 
Containers 37,000.00 
Improvements to Building under lease 20,000.00 
Good Will 20,000.00 
Reserve for Depn. on Fixed Assets $63,000.00 
Reserve for Depn. on Improvements to Build­
ing under lease 15,000.00 
Accounts Payable 45,000.00 
Capital Stock 290,000.00 
Surplus 1/1/27 45,000.00 
Loss for period 1/1 to 3/31/27 9,000.00 
Totals $458,000.00 $458,000.00 
At this point they sold the fixed assets (except land), 
improvement to building under lease and Good Will 
to an individual for $115,000.00 payable $40,000 in cash 
and notes for the balance payable in even installments 
over a period of five years. 
The following transactions have occurred since the 
date of the above trial balance: 
Notes Receivable Officers realized $15,000.00 during 
1927. 
Accounts Receivable Trade realized $24,000.00 dur­
ing 1927. 
Accounts Receivable B. C. Company was good but 
under a contract payable over five years in even 
installments—1927 not having been paid. 
Inventory was disposed of at a loss of $3,000.00 in 
1927. 
Investments were disposed of at a loss of $600.00 in 
1928. 
Real Estate (Land) sold for $47,500.00 in 1928. 
You are called in to advise them how to handle the 
closing of the books and to determine how much and 
when the stockholders would receive their money. 
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Prepare the necessary entries and exhibits to fur­
nish stockholders with the information desired. 
VIII. 
(Twenty-five Points) 
BALANCE SHEET OF X COMPANY. 
Cash $5,781.96 
Notes Receivable 2,970.00 
Accounts Receivable 35,937.54 
Inventories 80,459.73 
Investments 35,000.00 
Patents 55,000.00 
Equipment 76,200.00 
Real Estate 138,000.00 
Good Will 35,700.00 
Deficit 50,212.45 
$515,261.68 
Accounts Payable (Trade) 125,672.81 
Federal Taxes 3,167.50 
Accrued Wages 1,421.37 
Notes Payable Banks . 20,000.00 
Notes Payable Others 40,000.00 
Mortgages Payable on Real Estate 75,000.00 
Capital Stock, Preferred 150,000.00 
Capital Stock, Common 100,000.00 
$515,261.68 
The above Balance Sheet caused the corporation to 
ask that bankruptcy proceedings be instituted. 
Assuming that the following estimates are correct 
and that the expenses of carrying through the pro­
ceedings amounted to $2,757.50, what per cent on their 
claims will the general creditors receive and in what 
order will the liabilities shown above be liquidated. 
Notes Receivable proved good and collectible 
Accounts Receivable realized $32,537.54 
Inventory paid out only 66 2 /3% 
Investments loss $5,000.00 when sold 
Patents realized only $27,500.00 
Equipment brought $57,500.00 at auction. 
Real Estate was transferred to another Com­
pany for the amount of the X Company's 
equity. 
THEORY AND PRACTICAL ACCOUNTING 
SECOND SESSION 
May, 1928, Examination 
(Twenty-five Points) 
(1) The following is the Balance Sheet of the " A " 
Company January 1, 1927: 
Cash $1,000.00 
Accounts Receivable 10,000.00 
Inventories 
Raw Materials 1,000.00 
Finished Goods . 10,000.00 
Work in Progress 1,000.00 
Office F. & F 1,000.00 
Land 20,000.00 
Buildings 50,000.00 
Machinery 20,000.00 
Good will 6,000.00 
Accounts Payable $10,000.00 
Dividends Payable-Pfd 1,400.00 
Dividends Payable-Com 900.00 
Mortgage Bonds 50,000.00 
Capital Stock-Pfd 20,000.00 
Capital Stock-Com 30,000.00 
Reserve for Bad Debts 700.00 
Reserve for Depreciation 3,500.00 
Surplus 3,500.00 
$120,000.00 $120,000.00 
The following is the Balance Sheet of the same 
Company January 1, 1928: 
Cash $2,000.00 
Accounts Receivable 10,000.00 
Inventories 
Raw Materials 2,000.00 
Finished Goods 15,000.00 
Work in Progress 2,000.00 
Office F. & F 2,000.00 
Land 30,000.00 
Buildings 60,000.00 
Machinery 30,000.00 
Good will 10,000.00 
Accounts Payable ... $5,000.00 
Dividends Payable-Pfd 2,100.00 
Dividends Payable-Com . . 1,200.00 
Mortgage Bonds 40,000.00 
Capital Stock-Pfd 30,000.00 
Capital Stock-Com 40,000.00 
Reserve for Bad Debts 1,700.00 
Reserve for Depreciation 7,000.00 
Surplus 36,000.00 
$163,000.00 $163,000.00 
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Surplus includes appreciation of $4,000.00 for good­
will; $10,000 for Buildings and $10,000 for land. There 
was charged against the Reserve for Bad Debts $800.00 
for accounts determined worthless. The " A " Com­
pany has employed you to prepare a statement show­
ing the disposition of funds during the year. Set out 
the facts in clear statement. 
(Twenty-five Points) 
(2) Smith and Jones operating as a partnership 
have decided to liquidate and have employed you to 
prepare monthly reports stating the available funds 
for distribution and to whom such funds are distri­
butable. 
BALANCE SHEET 
January 1, 1928 
Cash $10,000.00 
Accounts Receivable .. 10,000.00 
Notes Receivable 5,000.00 
Inventories 10,000.00 
Furniture and Fixtures 1,000.00 
Plant Equipment . . 10,000.00 
Land . . . 5,000.00 
Good will - 9,000.00 
Accounts Payable $10,000.00 
Notes Payable . 5,000.00 
Secured by Notes Rec. 
Contra. 
Smith Loan Account 5,000.00 
Smith Capital 
Original Investment 20,000.00 
Undrawn Profits 10,000.00 
Jones Capital 
Original Investment 5,000.00 
Undrawn Profits 5,000.00 
$60,000.00 $60,000.00 
During January $5,000.00 was collected from ac­
counts receivable; an offer of $20,000.00 was received 
for the plant equipment, furniture & fixtures, inven­
tories, land and Goodwill. 
During February $4,000.00 was collected from ac-
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counts receivable; purchaser of plant equipment, etc., 
paid in the $20,000.00. The Bank sold the collateral 
held by it for $4,500.00. The remaining uncollected 
accounts were found to be worthless. 
(Fifteen Points) 
(3) The " X " Corporation's books for 1927 showed 
a net profit of $200,000.00. At the beginning of the 
year, there was an operating deficit of $50,000.00. 
There was outstanding at the close of the year $100,-
000.00 7 per cent cumulative preferred stock issued as 
follows: 
Date Stockholder Amount 
Jan. 1, 1925 Jones $10,000.00 
Oct. 1, 1926 Smith 10,000.00 
July 1, 1927 Adams 80,000.00 
There was outstanding December 31, 1927, $50,000.00 
common stock issued as follows: 
Date Stockholder Amount 
Jan. 1, 1925 Jones $10,000.00 
Oct. 1, 1926 Smith 10,000.00 
July 1, 1927 Adams 30,000.00 
The By-Laws provided that there must be reserved 
from profits 10 per cent of the total outstanding stock 
per annum before the payment of any dividends. 
Make statement showing amounts distributable to 
each stockholder in event directors declare as much 
dividend as possible under provision of By-Laws, at 
Dec. 31, 1927. 
(Thirty-five Points) 
(4) From the following balance sheets and informa­
tion prepare consolidated balance sheet as at Decem­
ber 31, 1927: 
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COMPANY "A" 
Balance Sheet 
Cash $10,000.00 
Accounts Receivable 20,000.00 
Notes Receivable 20,000.00 
Inventories 40,000.00 
Furniture and Fixtures 1,000.00 
Plant and Equipment $10,000.00 
Less: Res. for Depr 1,000.00 
9,000.00 
Investment Company " B " (90% interest) 100,000.00 
Accounts Payable $10,000.00 
Notes Payable 5,000.00 
Common Stock 50,000.00 
Preferred. Stock 100,000.00 
Surplus 35,000.00 
$200,000.00 $200,000.00 
COMPANY " B " 
Balance Sheet 
Cash $1,000.00 
Accounts Receivable 2,000.00 
Notes Receivable 2,000.00 
Inventories 10,000.00 
Furniture and Fixtures 1,000.00 
Plant and Equipment $100,000. 
Less: Res. for Dep 10,000 
90,000.00 
Accounts Payable $1,000.00 
Notes Payable 2,000.00 
Common Stock 80,000.00 
Surplus 23,000.00 
$106,000.00 $106,000.00 
Accounts Receivable of Company " A " includes 
$1,000.00 due from Company " B . " 
Inventories of Company " A " includes $10,000.00 of 
merchandise purchased from Company " B " on which 
the latter company had included 25 per cent gross 
profit on the sales price. 
During 1927 Company " A " sold to Company " B " 
$10,000.00 worth of machinery which actually cost it 
$9,000.00 although Company " A " contends the differ­
ence was for a special discount allowed it because of 
its buying power. You find that had " B " purchased 
such machinery direct it would have been required to 
pay $10,000.00 for it. 
THEORY AND PRACTICAL ACCOUNTING 
May, 1928, Examination 
THIRD SESSION 
THE EMPORIUM, INC. 
GENERAL LEDGER TRIAL BALANCE 
DECEMBER 31, 1927 
Accounts Payable $985,000.00 
Accounts Receivable $1,500,000.00 
Auto Trucks 130,000.00 
Bad Debts . 105,000.00 
Capital Stock 500,000.00 
Cash 162,000.00 
Discounts Earned 39,500.00 
Dividends Received 37,500.00 
Expense Control 679,000.00 
Forfeited Payments 59,000.00 
Garage Equipment 6,000.00 
Interest Paid 21,500.00 
Inventory Mdse. " A " ) Jan. 1, 1927 382,000.00 
Inventory Mdse. " B " ) Jan. 1, 1927 345,000.00 
Inventory Mdse. " C " ) Jan. 1, 1927 85,000.00 
Mortgage Store Bldg 150,000.00 
Mortgage Warehouse 25,000.00 
Notes Payable 125,000.00 
Office Equipment 10,000.00 
Purchases, Mdse. " A " 617,400.00 
Purchases, Mdse. " B " 499,800.00 
Purchases, Mdse. "C" 352,800.00 
Purchases, Ret. " A " 58,000.00 
Purchases, Ret. " B " 36,000.00 
Purchases, Ret. " C " 3,000.00 
Purchasing Office Equipment 10,000.00 
Reserve for Depreciation 118,000.00 
Sales Mdse. " A " 1,278,000.00 
Sales Mdse. " B " 994,000.00 
Sales Mdse. " C " 568,000.00 
Sales Ret. " A " 178,000.00 
Sales Ret. " B " 94,000.00 
Sales Ret. " C " 68,000.00 
Stock Owned 250,000.00 
Store Building 280,000.00 
Store Cash 3,000.00 
Store Fixtures 80,000.00 
Store Land 75,000.00 
Surplus 1,036,500.00 
Taxes (Local) 18,000.00 
Warehouse Bldg 50,000.00 
Warehouse Equipment 6,000.00 
Warehouse Land 5,000.00 
$6,012,500.00 $6,012,500.00 
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TRIAL BALANCE—EXPENSE LEDGER 
Advertising, Dept. A $14,000.00 
Advertising, Dept. B 7,000.00 
Advertising, Dept. C 4,000.00 
Expense and Supplies, Dept. A 28,000.00 
Expense and Supplies, Dept. B 17,000.00 
Expense and Supplies, Dept. C 9,000.00 
Expense and Supplies, Delivery 4,000.00 
Expense and Supplies, Garage 2,900.00 
Expense and Supplies, Office 9,700.00 
Expense and Supplies, Purchase Office 6,300.00 
Expense and Supplies, Store 19,900.00 
Expense and Supplies, Warehouse 7,300.00 
Freight, etc., Incoming 30,000.00 
Fuel and Current, Store 3,900.00 
Fuel and Current, Warehouse 1,800.00 
Gas and Oils 11,900.00 
Insurance Bldg., Store 1,200.00 
Insurance Bldg., Warehouse 500.00 
Insurance Equipment Garage 600.00 
Insurance Equipment Office 300.00 
Insurance Equipment Purchasing Office . . . . 200.00 
Insurance Equipment Warehouse 400.00 
Insurance, Liability, Store 2,000.00 
Insurance, Liability, Trucks 2,500.00 
Insurance, Merchandise in Warehouse . . .. . 2,500.00 
Insurance, Trucks 2,000.00 
Officers Salaries 86,000.00 
Supplies Inventory 9,000.00 
Supplies Distributed $87,000.00 
Supplies Purchased 91,000.00 
Tires and Accessories 7,100.00 
Travel Expense, Buyers 16,000.00 
Wages, Dept. A 81,000.00 
Wages, Dept. B 70,000.00 
Wages, Dept. C 20,000.00 
Wages, Delivery 27,000.00 
Wages, Office and Collectors 74,000.00 
Wages, Purchase Office 46,000.00 
Wages, Store 36,000.00 
Wages, Warehouse 14,000.00 
Control 679,000.00 
$766,000.00 $766,000.00 
From the foregoing trial balances and the informa­
tion hereinafter set forth prepare a Balance Sheet and 
departmental profit and loss statement. 
ADDITIONAL INFORMATION. 
(1) Depreciation is to be provided for as follows: 
On Store Bldg 2½% 
Equipment in Store Bldg 12½% 
Trucks 20 % 
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Garage Equipment 
Purchasing Office Equipment 
Warehouse Bldg 
Warehouse Equipment 
Office Equipment 
16 2/3% 
10 % 
4 % 
16 2/3% 
10 % 
(2) Freight incoming, because of the frequency of 
mixed shipments, is not allocated to the goods as re­
ceived, but is apportioned to departments on the basis 
of gross purchases. 
(3) Closing Inventories, at selling price a re : 
Dept. A $700,000.00 
Dept. B 400,000.00 
Dept. C 150,000.00 
(4) The supplies on hand as shown by books was 
found to be correct by physical inventory. 
(5) There are seven departments, to wit: 
Selling " A , " " B " and " C , " and Delivery, 
Store, Purchasing and General Administrative. 
(6) Forfeited payments are payments on accounts 
under which the goods have been returned or recov­
ered. Bad debts, interest, discount, forfeited payments 
and taxes are not departmentalized. 
(7) Expenses including insurance and depreciation 
where not directly chargeable are apportioned against 
the departments as follows: 
(a) Store maintenance and expense is apportionad 
by space occupied, thus: 
(b) Purchasing Office and Warehouse expenses ap­
portioned on the basis of gross purchases, but a rent 
of $3,000 is charged for the Garage space in the Ware­
house Bldg. 
$1,250,000.00 
General Administrative 
Purchasing Office 
Dept. A 
Dept. B 
Dept. C 
Delivery 
40% 
25% 
10% 
15% 
5% 
5% 
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$21,500.00 
(10) Stock Owned is stock in a factory from which 
this company buys considerably. This stock is car­
ried by a loan of $125,000, represented by the notes 
payable account. 
(11) In view of increasing sales on the basis of 
long credits and partial payments, the company deter­
mines its income for tax purposes by the instalment 
method, for which purpose it maintains a supplemen­
tary ledger from which the following pertinent data 
are taken: 
(This is merely for tax computations and is not de­
partmentalized.) 
Balances, January 1, 1927: 
1925 account $340,000.00 
1926 account 848,000.00 
General 70,000.00 
Total $1,258,000.00 
Unrealized Profit, January 1, 1927: 
1925 account $119,000.00 
1926 account 318,000.00 
Total $437,000.00 
Balances, December 31, 1927: 
1926 account $320,000.00 
1927 account 1,042,500.00 
General 137,500.00 
Total $1,500,000.00 
The average gross profit for the year 1927 based on 
cost on the instalment sales has been found to be 
66 2/3%. 
(c) Delivery expense is apportioned to selling de­
partments on the basis of gross sales. 
(8) Each of the department managers is paid a bonus 
of 4 per cent on departmental profit. 
(9) The Interest Paid account shows: 
Jan. 1 Prepaid forward $3,500.00 
Apr. 30 Six months in advance on mortgages 5,250.00 
Oct. 31 Six months in advance on mortgages 5,250.00 
Dec. 31 One year's interest to date on note 7,500.00 
COMMERCIAL LAW 
May, 1928, Examination 
Fifteen questions—Answer ten—at least one out of 
each Group. Relative weight ten points each. 
GROUP NO. 1. 
1. What is fraud and what are the remedies of a 
party defrauded? 
2. A executed a transfer of 100 shares of stock of 
the C Company to B and B executed a note for $7,000.00 
with interest at 6% in favor of A but with a condition 
that the note was not to be paid otherwise than from 
dividends declared on the 100 shares of stock. A now 
sues to set aside the transfer of the stock on the 
grounds of lack of consideration. Can he succeed? 
State your reason. 
3. A contracted to sell 10 shares of stock in the X 
bank to B for $136.00 per share, a price equal to the 
book value. The books showed that the paid in capital 
was intact and that there was considerable surplus 
and undivided profits. Unknown to A or B the capital 
had been impaired by reason of concealed defalcation 
of its employees and in reality the capital stock was 
only worth $60.00. B seeks to rescind the contract on 
the grounds that the parties to the sale were mutually 
mistaken as to the assets of the Bank, the book value 
of the stock and the accuracy of the books. What is 
your decision? State your reason. 
GROUP NO. 2. 
4. A, B, and C are partners and as such issue notes 
"payable only out of the assets of the business of the 
par tnership." Are the notes negotiable? Explain. 
5. Define the following negotiable instruments: 
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A negotiable Bill of Exchange 
A negotiable Promissory Note 
6. Is a bearer Bond of a corporation negotiable 
which contains a provision conferring upon the holder 
the election to convert the bond into preferred stock 
at its maturity? State your reason. 
GROUP NO. 3 
7. John Doe retired from a partnership without 
notice to former creditors. Subsequently the partner­
ship failed and a creditor, who became a creditor after 
Mr. Doe's retirement, brought suit against him for 
the amount of his debt. Can he recover? State your 
reasons. 
8. A deposits a number of shares of stock with a firm 
of brokers with power to sell, hypothecate, or dispose 
of them in any manner and for any purpose assign 
and transfer the same. One of the brokers pledges the 
stock for use of the firm. A calls for an accounting. 
What recourse has A and what is the liability of the 
partners? 
GROUP NO. 4 
9. What matters do the statutes usually require to 
be set forth by the articles or certificate of incorpora­
tion? 
10. What is the difference between the stockholder's 
right to profit of a corporation before and after a divi­
dend is declared? 
11. A has acquired all the stock of the B corporation. 
He entered into a contract with C in name of the Cor­
poration. Now C seeks to hold him personally liable 
on the contract. Can he do so? Could X a creditor of 
A levy on the assets of the B Corporation? State the 
reasons. 
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GROUP NO. 5 
12. In bankruptcy proceedings state the order or 
rank which debts due creditors would take. 
13. Differentiate between bankruptcy and insolvency. 
GROUP NO. 6 
14. What is meant by insurable interest in property? 
Give some examples of insurable interest. 
15. Explain what is meant by the 80% co-insurance 
clause and indicate what amount would be recoverable 
under such an agreement in the following cases: 
Property Worth Insurance Carried Loss 
1. $40,000.00 $24,000.00 $10,000.00 
2. $40,000.00 $32,000.00 $10,000.00 
ECONOMICS, FINANCE AND INCOME TAX. 
May, 1928, Examination 
Economics and Finance 
Write at least 500 and not more than 1000 words 
giving your views on one of the following subjects: 
(Credit will be given for the logical reasoning and 
general intelligence displayed by your answer.) 
I. 
The Public Debt of the United States which at Feb­
ruary 29, 1928, amounted to about $18,000,000,000 is 
being retired at the rate of about one billion a year. 
What is your opinion of the economic effect of the con­
tinuation of this policy? 
I I . 
The McNary-Haugen farm relief bill now pending in 
Congress provides for a so-called equalization fee in 
order to stabilize prices of farm products. 
What is your opinion of the economic soundness of 
this provision or what suggestion have you to offer as 
a substitute? 
I I I . 
There is at present due from foreign countries to 
the United States with accrued interest, about twelve 
billions of dollars, the result of loans made to those 
countries during the late war. I t has been proposed 
that these debts be cancelled. Discuss this proposal 
from the standpoint of its economic effect both here 
and abroad. 
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Income Tax 
(Answer all) 
1. What special provision is made in the Revenue 
Act of 1926 for reporting capital net gain or loss? 
Explain briefly how the gain or loss is determined and 
what rate of taxation applies. 
2. Under the Revenue Act of 1926 what are the gen­
eral rules which will enable a corporation or a number 
of corporations to determine whether they could or 
could not file a consolidated return? 
3. On the 1927 Corporation form under the heading* 
"Computation of T a x " line 26 reads as follows: 
"Less credit of $2,000.00 for a Domestic Cor­
poration having a net income of less than $25,-
270.00." 
Line 29: 
" I f the net income of a Domestic Corporation 
is less than $25,270.00 enter the amount in excess 
of $25,000.00." 
What is the purpose of these two notations and what 
would be the tax of a Domestic Corporation whose net 
income for the year 1927 amounted to $25,160.00? 
4. What may the members of a partnership engaged 
in a trade or business in which both personal service 
and capital are material income-producing factors 
claim as earned income on their personal returns. 
5. In the preparation of the Federal Income Tax 
Return for an Individual, name the items wholly ex­
empt under the law from taxation. 
AUDITING 
May, 1928, Examination 
Answer all Questions. 
Relative weight No. I—50 points—others 10 points 
each. 
I. 
You are requested by a corporation to make an audit 
of its books for the purpose of preparing a report to 
be used by banks in floating a bond issue. 
Give briefly the method and general scope of your 
audit and state specifically how you would verify the 
following items: 
Accounts Payable (Comprising 1,000 accounts) 
Accounts Receivable (Comprising 150,000 ac­
counts) 
Buildings 
Cash 
Capital Stock—Preferred 
Capital Stock—Common 
Good Will 
Inventories 
Finished Stock 
Work in Progress 
Raw Materials 
Expense Supplies 
Small Tools 
Investments 
In Subsidiaries 
Other Companies 
Machinery 
Notes Payable 
Banks 
Trade Creditors 
Notes Receivable 
Officers 
Customers 
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Office Furniture & Fixtures 
Patents 
Real Estate—Plant 
Real Estate—Sub-divided Land. 
Sinking Fund for Preferred Stock Redemption 
Investments 
Uninvested Cash 
Unabsorbed Overhead 
Factory Expense 
Administrative Expense 
Interest Paid 
Taxes 
Dividends 
Interest Accrued 
Taxes Accrued 
Reserve for Income Tax 
Income Taxes 
Fire Loss 
" A " Company, investment bankers, submit the fol­
lowing balance sheet and profit and loss account of the 
" B " Mfg. Company and ask you to audit and prepare 
a statement therefrom to be used for financing pur­
poses stating that the funds received from a proposed 
bond issue are to be applied as follows: 
$70,000.00 to retire notes payable. 
$20,000.00 to remain as working capital. 
$10,000.00 to cover cost of floating the issue. 
II. 
" B " MANUFACTURING CO. 
BALANCE SHEET 
As at December 31, 1927 
Cash 
Accounts Receivable 
Notes Receivable . . . 
Inventories . . . . . . . 
Deferred Charges 
$1,000.00 
10,000.00 
5,000.00 
60,000.00 
Insurance Prepaid 
Taxes Prepaid . . 
500.00 
1,500.00 
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Plant and Equipment ... 
Land 
Good Will 
Accounts Payable 
Notes Payable 
Reserve for Depreciation 
Capital Stock 
Surplus 
100,000.00 
52,000.00 
50,000.00 
$10,000.00 
100,000.00 
20,000.00 
50,000.00 
100,000.00 
$280,000.00 $280,000.00 
PROFIT AND LOSS ACCOUNT 
For the Year 1927 
Sales $200,000.00 
Cost of Sales 100,000.00 
Gross Profit $100,000.00 
Expenses 
Selling $10,000.00 
General Administrative 5,000.00 
Depreciation 5,000.00 
Interest 15,000.00 
Fire Loss 10,000.00 45,000.00 
Net Profit $55,000.00 
(a) Prepare the statement as requested. 
(b) What suggestions, if any, would you make to 
the bankers as to the scope of the audit and form of 
the report as prepared. 
(c) Do you consider it advisable for the B Manu­
facturing Co. to float this bond issue? 
III. 
The " B " Laundry Company suspects that there is 
thievery in some of its branches, but one of its em­
ployees has checked the bundles on the shelves of such 
branches and finds that the sum of all amounts shown 
on such bundles plus cash on hand equals the amount 
for which such branch managers are accountable. The 
management has asked your opinion as to whether or 
not it is protected. Give briefly some questions, if 
any, that you would ask before making your reply. 
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IV. 
Jus t what steps would you consider necessary to 
properly account for all income of an insurance brok­
erage concern. 
V. 
The "A" Company uses a considerable amount in 
stamps in mailing its samples. Devise a system that 
would provide a reasonable safeguard against theft. 
VI. 
In the audit of an Investment Company making loans 
of its own funds on Real Estate and charging commis­
sions as well as the usual rate of interest, you find that 
the commission is treated as income during the year in 
which the loan is made. 
Give briefly your ideas as to whether or not this is 
the proper treatment. 
